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An independent study of a recent business slowdown in the Colon free zone (Zona Libre de Colon,
ZLC) laid much of the blame on the government, and it warned of a worsening economic crisis if
reforms are not made. Meanwhile, even as President Ernesto Perez Balladares's administration
analyzes the current report, the ZLC merchants association (Asociacion de Usuarios de la Zona
Libre de Colon, AU) and other groups in the Caribbean province of Colon have been widening their
demands for a change in economic policies.
In April, AU members held a two-day strike to protest a June 1995 tax law, to contest regulations
aimed at curbing money laundering in the zone, and to push the government to cut bureaucratic
red tape. The tax law, aimed at removing special tax incentives, had slapped a 15% tax on ZLC
profits, doubling the tax burden on the zone's re-export trade (see NotiSur, 05/09/96). In May, an AU
report indicated that importation of merchandise into the zone for re-export was falling 25% behind
imports in 1995, and it blamed government policy for the decline. During the first five months of this
year, the ZLC saw a 21.3% drop in its overall commercial activity compared with the same period
last year. Giovani Ferrari, former AU president, said that the crisis could deepen and that as many
as 50 of the zone's 2,000 businesses might close this year because of plummeting sales and increased
taxation.
A week after the shutdown, Perez Balladares had said he would agree to changes in the tax law but
would wait for the results of an independent study comparing the ZLC with other free zones in Latin
America and the US. The study, made by the firm of KPMG-Peat Marwick and released on May 30,
tends to support the AU's contention that the tax has caused a reduction in re-exports, but it also
says that other factors, such as increased global competition, were equally if not more important.
The report confirmed that the ZLC was rapidly losing competitiveness to other re-export zones in
Aruba, Chile, Uruguay, and Miami.
The report indicates that for every additional dollar of goods imported during the past six years,
the value of exports went up by US$1.07. But between 1994 and 1995, the export value dropped to
US$0.06. The report called this reduction the most serious setback in the 25 years of ZLC statistics
analyzed in the study. If this downward trend were to continue through 1996, 3,000 of the zone's
13,000 jobs could be lost, according to the report. Another indication of the ZLC's decline is the
increase in imports by competing free zones in other countries. Traditionally, Hong Kong has been
the ZLC's largest supplier, providing 27% of its imports. In recent years, however, the increase in
exports from Hong Kong to other countries in Latin America has been three times greater than the
increase in its exports to the ZLC.
In the case of Japan, the increase has been 10 times greater. Contributing to the ZLC's decline, the
report found a lack of overall planning and effective marketing strategies to keep up with global
competition. The ZLC also has not kept up with changing data management and communications
technologies nor has it adopted cost-effective "just-in-time" distribution systems. Further, the ZLC
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continues to emphasize re-export of clothing and shoes, which have a low market value for their
weight and are consequently costly to ship. Meanwhile, competing zones in other countries are
concentrating on higher value-for-weight goods such as electronics. In 1996, international sales of
computers are expected to increase by 40% and of electronic components by 50%, whereas sales of
textiles are expected to drop by 14%.
Making matters worse, Panama suffers from inadequate or obsolete cargo-handling and freight
services. Air-cargo service is especially lacking, and ground transportation infrastructures are badly
deteriorated, or in the case of railroad service, practically nonexistent, says the report. Other factors
that have contributed to the decline in re- exports are the lack of public security; inefficient water,
electric, and telephone services; and excessive government controls on methods of payment to
prevent money-laundering through ZLC businesses. As for the new tax law, the report noted that
while other countries are offering tax and other incentives to increase competitiveness in their free
zones, Panama is eliminating them. Competing free zones included in the study are taxed no more
than 2% or not at all, but the ZLC is taxed 15%.
The report recommends that the government consider converting the ZLC into a center for assembly
and distribution to the Latin American market of goods manufactured in Asia and Europe. It also
calls for tax reduction, a general revision of tax policy in the ZLC, and the elimination of restrictions
that prohibit the location of banking and insurance operations in the zone. Responding to the
report, Planning and Political Economy Minister Guillermo Chapman minimized the impact of the
controversial tax on the competitiveness of the ZLC and said he was not satisfied with the report.
The report does not show that taxation will discourage businesses from establishing themselves in
the ZLC, he said. However, he said the government would analyze the report before announcing any
changes in tax or other policies affecting the ZLC. On July 1, the president announced the he would
ask the legislature to eliminate one of the most hated aspects of the tax law a requirement that ZLC
merchants make advance tax payments. "There is a loss of competitiveness because of the way the
tax is collected," he said.
The president told the press that he would call a special session of the legislature in August
to consider the bill, which is to be written by a committee made up of cabinet ministers and
representatives of the ZLC merchants. The announcement appeared to be the president's response
to a June 26 AU warning that it would call for another business shutdown in the zone if the president
did not move quickly to resolve the crisis. Their principal demand was suspension of the collection
of a US$10 million advance tax payment. In July, the ZLC grievances meshed with a general protest
affecting the entire Caribbean province of Colon.
On July 3, a coalition of business leaders and municipal officials called a one-day general strike "for
the dignity of Colon," which paralyzed economic activity in the province. The strike was intended
to call attention to the high rates of crime and poverty in the province. Although it has the port of
Colon, canal installations, three US military bases, the ZLC, and the country's only oil refinery, the
province also has a 40% unemployment rate and the highest crime rate in the country. The coalition
included the mayor of Colon and 26 associations. Included were the Chamber of Commerce, the AU,
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and representatives of small and medium-sized businesses, public-transportation workers, freight
haulers, teachers, business executives, and the unemployed.
Colon Mayor Alcibiades Gonzalez said that the strike was decided by a general assembly of the
coalition "to defend us as a people against the government's [economic] measures." Aside from
tax relief for the ZLC, the strike leaders demanded the application of a 1994 law that would give
the entire province free-port status. This would exempt the province from taxes and make it more
attractive to foreign investment, said strike leaders. The president promised no action on the Colon
province demands but said that the new tax would be rescinded sometime in August during the
special session of the legislature. [Sources: La Prensa (Panama), 05/31/96; La Estrella de Panama,
05/08/96, 05/14/96, 05/17/96, 05/31/96, 06/14/96; Inforpress Centroamericana (Guatemala), 06/20/96;
Agence France-Presse 05/30/96, 07/01/96, 07/03/96]
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